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weaver

February 24 2010

To the Board of Directors

and the Management of Lowell and Company Inc

In planning and performing our audit of the financial statements of Lowell and Company Inc

the Company as of and for the year ended 12/31/2009 in accordance with auditing standards

generally accepted in the United States of America we considered Lowell and Company Inc.s

internal control over financial reporting internal control as basis for designing our auditing

procedures for the purpose of expressing our opinion on the financial statements but not for the

purpose of expressing an opinion on the effectiveness of the Companys internal control

Accordingly we do not express an opinion on the effectiveness of the Companys internal

control

deficiency in internal control exists when the design or operation of control does not allow

management or employees in the normal course of performing their assigned functions to

prevent or detect and correct misstatements on timely basis material weakness is

deficiency or combination of deficiencies in internal control such that there is reasonable

possibility that material misstatement of the entitys financial statements will not be prevented
or detected and corrected on timely basis We did not identify any deficiencies in internal

control that we consider to be material weaknesses

significant deficiency is deficiency or combination of deficiencies in internal control that is

less severe than material weakness yet important enough to merit attention by those charged
with governance

Our consideration of internal control was for the limited purpose described in the first paragraph

and was not designed to identify all deficiencies in internal control that might be significant

deficiencies or material weaknesses and therefore there can be no assurance that all such

deficiencies have been identified However as discussed below we identified certain

deficiencies in internal control that we consider to be significant deficiencies

Monitorinci Controls

Observation We noted several audit adjustments related to fixed assets including the

capitalization of depreciation expense expensing of fixed assets and no retirement of

abandoned leasehold improvements We also noted adjustments related to deposits and

prepaid assets that should have been capitalized

Recommendation detailed monthly review of the financial statements should include such

items as list of unusual or nonrecurring accounting events and their accounting treatment

comparisons to budget or prior months/years financials as well as ratio analysis for income

statement accounts where plausible relationships exist Thià will help identify variability in the

income statement that could indicate improperly recorded transactions
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Reliance on Third Party CPA
Observation Within the Company financial records several adjustments were recorded based

on advice and schedules prepared by third party CPA In our review of these entries we noted

inadequate support was provided where management could effectively review or re-perform the

work

Recommendation We advise the Company to seek detailed support as well as the accounting

rationale when third party CPA is consulted on accounting and other bookkeeper matters

The Company should perform review of the detailed support as well as the accounting

rationale as management is responsible for all transactions in the financial statements

Revenue Recognition and Account Receivable

Observation We noted the Company utilizes the direct write-off method to record uncollectible

commissions and other receivables This method is violation of the generally accepted

accounting standards of the United States of America and fails to properly match the

Companys revenue and expenses We noted one receivable whose collectability was uncertain

in addition to the recorded of one credit memo in the incorrect accounting period

Recommendation As the Company records revenue and accounts receivable as an estimate at

the time of the trade we recommend the Company develop system to monitor the accuracy of

these estimates This process should be applied to all significant brokered transactions where

the commission has yet to be collected In developing its estimate of commission adjustments

the Company should consider such items as historical deviations between the blue ticket and

actual recorded amounts The Company should consider whether these historical deviations are

isolated to particular investment funds or investment advisors Based on the underlying nature

of the deviations and the Companys history of collections the allowance for commission

estimates will be best presented as contra revenue account

During our audit we noted certain matters involving the internal control and other operational

matters that are presented for your consideration We will review the status of these comments

during our next audit engagement Our comments and recommendations all of which have

been discussed with appropriate members of management are intended to improve the internal

control or result in other operating efficiencies We will be pleased to discuss these comments in

further detail at your convenience perform any additional study of these matters or assist you

in implementing the recommendations Our comments are summarized as follows

Accrual Accounting

Observation We noted the entity did not accrue in the prior year financials Texas franchise

taxes and payroll expenses Accurate accrual of liabilities ensures the financial statement

appropriately reflect the costs of the business for the period

Recommendation We recommend management prepare checklist of all potential year-end

accruals and document where they are recorded and if they are not recorded why an accrual is

not necessary
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Lease Accounting

Observation During the performance of the audit we noted three instances where the entity had

incorrectly accounted for the treatment of its leases These instances include not recording rent

expense on straight line basis not recording leasehold incentives and the incorrect recording

and amortization of its capital leases

Recommendation When new leases are entered the entity should consult the Financial

Accounting Standards Board FASB Accounting Standards Concept 840 which superseded

FASB statement No 13 and other related lease accounting literature

QuickBooks

Observation We noted the Company utilizes separate QuickBook file for Lowell and Company
Inc and Lowell Asset Management The need for separate accounts is driven by state of Texas

requirements however the dual record keeping can cause inefficiencies for the Company and

manual calculations for the quarterly filing of the FOCUS report

Recommendation We propose the Company create new company in QuickBooks to bring

over current account balances from Lowell and Company Inc and Lowell Asset management
as of 4/1/2010.The new company would consist of established transaction classes enabling the

Company through the use of already implemented controls within QuickBooks to have

separate transactions and create separate or single financial statements

In the lists drop down menu the option Class List enables one assign class to each

transaction We recommend the establishment of two transaction classes one to be used for all

transactions effecting Lowell and Company Inc and one for Lowell Asset Management
Accounts from Lowell and Co and Lowell Asset Management would be brought over as is to the

new company credit debit would be made to current retained earnings as plug for all

earnings losses in the first quarter of 2010 The new company would properly reflect all

financial activity for the year ended December 31 2010 Detailed transactions for the first

quarter of 2010 would still be maintained in the old separate company files QuickBooks has

the following controls established over recording transactions by class

Controls preventative Once transaction types are established QuickBooks displays pop up
box as warning whenever an attempt is made to enter transaction that does not have an

assigned transaction class

Controls detective If transaction is entered without an assigned transaction class Profit

and Loss by Class report will display unassigned amounts and the accounts that were affected

We also encourage the Company to evaluate and formally document their position on whether

their part time clerical staff meets the definition of self-employed contractor as defined by the

Texas Workforce Commission Through the execution of this analysis the Company will mitigate

potential exposure to delinquent employee taxes along with penalties and interest
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This communication is intended solely for the information and use of management the Board of

Directors and others within the organization and is not intended to be and should not be used

by anyone other than these specified parties

asd

WEAVER AND TIDWELL L.L.P


